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California Renewable Fuels Partnership
1260 Lake Blvd – Suite 225

Davis Ca 95616
530-750-3017

Comments re Stillwater Report:
3/1/02

The California Renewable Fuels Partnership would like to make the following comments
to re the draft Stillwater draft report.

Impact on Local California Ethanol Production Opportunities:
Delaying the MTBE Phase out will have severe consequences on local production:
Currently there at least eight projects in California in development and planning phase to
produce over 240 million gallons. These projects will contribute over 500 million dollars
in direct economic development plus additional on going economic benefits to local
farmers and communities.  Delaying the MTBE ban will create an atmosphere of
uncertainty that will effectively squelch investment appetite for these projects. This
consequence of a MTBE extension cannot be over looked and needs to be addressed in
any solution.

In State Producer Incentive Imperative for Local Production:
Last year the CEC provided an analysis on the return to the state for a producer incentive
for local production. This study showed a billion dollar return for an investment of 500
million dollars. Such a program is essential to insure that an instate ethanol industry is
built in California. California has a desire to not be dependent on out of state sources of
ethanol. Recommending a producer incentive program is critical to the fulfillment of that
goal.

New specification for ethanol fuels needed:

The Stillwater report did not examine increased uses of ethanol. Increasing the ethanol in
the gasoline to 7.7% or 10% will increase the fuel supply and address much if not the
entire perceived shortfall. In order to accomplish this a new specification that is
maximized for ethanol should be adopted by the ARB. CRFG3 regulations and predictive
model could stay the same giving refiners the option of using the current predictive
model or using a new specification tailored to ethanol’s unique blending and air quality
characteristics. Such a specification can giver refiners more flexibility to use greater
amounts of ethanol when market conditions warrant, thus helping alleviate potential price
spikes.
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March 1, 2002

California Energy Commission
Attn: Pat Perez
1516 Ninth Street, MS 23
Sacramento, CA 95814
Via e-mail to pperez@energy.state.ca.us

Re: Possible Impacts of MTBE Phase-Out on Gasoline Supplies

Dear Mr. Perez:

ChevronTexaco is pleased to offer the following comments in response to CEC’s request for
stakeholder input following their February 19 workshop on MTBE Phase-Out.

ChevronTexaco supports the Governor’s decision to phase out MTBE from California
gasoline effective December 31, 2002, and we are taking all steps necessary  to comply.

For this reason, we are concerned that the Energy Commission appears to be rushing to
judgement on a recommendation that the Governor delay MTBE phase-out, based on the
results of a study carried out by Stillwater and Associates.   These results were first shared
with our industry at a meeting of the Western State’s Petroleum Association on February 8th.
At that meeting, Stillwater and Associates used their analysis of future gasoline supply and
demand to argue in favor of a California Strategic Fuels Reserve, a study mandated by the
legislature with a clear delivery date.   This was followed quickly by the February 19
workshop where Stillwater and Associates used the same results to support their
recommendation that California should delay MTBE phase-out for 3 years.   As best we can
tell, the Commission seems to be moving rapidly towards making its own recommendation on
the MTBE phase-out date by mid-March, though without mandate.  We do not see the need
for the CEC to move so quickly on the MTBE issue that stakeholder input is not given
adequate consideration.

The schedule allows little time for stakeholders who we think would be interested--such as
California residents, state and local water authorities, the environmental community, or  the
petroleum and ethanol industries--to absorb and comment meaningfully on the conclusions
reached by Stillwater and Associates.   What makes this hurried schedule particularly difficult
is the  very complex and multi-faceted nature of the topic.   Not allowing sufficient time for
stakeholder input is also uncharacteristic of the Energy Commission, which in our experience,
has always taken pains to involve key stakeholders early and often in its deliberations.   This
new approach is especially troubling because we feel several key assumptions in the
Stillwater and Associates report are questionable, and merit further discussion, study, and
analysis. We are particularly troubled because the recommendation to delay the MTBE phase-
out is not well supported by the rationale offered.

Comments on cost projections

27



The media have seized on the contractor-estimated costs of not postponing the MTBE phase-
out. We have concerns that the contractor’s cost estimate for maintaining the current deadline
is grossly overestimated and that the contractor’s cost estimate for postponement are, because
they are assumed to be zero, equally under-estimated. The people of the state are being told a
decidedly one-sided and thus misleading story.

Because of the potential to mislead the public, the contractor’s study of the costs of price
spikes needs particular scrutiny. The projected cost of price spikes alone seems high. How
was the computation made? Were the cost reductions that result from price depressions that
oftentimes follow such spikes due to market over-reaction credited against the projected cost
associated with the spike? Is it valid to use market reaction to a sudden unexpected shortage
as an analog to a situation where a potential shortage is well-publicized? Is there really
anything the state can do that would reduce price spikes to zero? And if so, should the state
take such action given that higher prices are what stimulate market response? The contractor
should address these issues, at a minimum. And on the cost of postponement side, the
contractor needs to consider the costs of the investments already made to comply with the
phase-out and the undoubtedly higher costs of compliance activities that will have to be re-
initiated and resumed in the future, in what arguably will be an even more difficult regulatory
climate than we have today.

Comments regarding the report’s conclusions on imports

Stillwater and Associates project that California cannot import sufficient CARBOB or
gasoline blending components to meet the demand for Phase 3 gasoline in 2003.   They argue
that Gulf Coast refiners are not investing to produce CARBOB, and have no plans to do so;
they also argue that Gulf Coast supplies of premium blend components already have a market
elsewhere in the Unites States.   They found only one foreign refiner capable of
manufacturing CARBOB (Irving Oil in Canada).    Their work also finds that shipping
resources are too limited to transport the necessary cargoes to California, and that port
facilities to receive imports are inadequate, particularly in the South Coast.   They conclude
that Phase 3 gasoline will cost consumers an additional 20-30 cpg under steady state
conditions, with occasional shortages of 5-10% likely to increase gasoline prices by 50- 100%
(whether those increases were projected to come at the wholesale or retail level was not
clear).

These projections cannot be taken lightly.   Stillwater and Associates is generally familiar
with the industry, and they talked with many industry representatives before making their
projections. However, we believe these results should have been expected, and that one must
be very careful not to over-interpret their significance.   Otherwise, they can be misleading .
One does  not expect to find excess capacity in an efficient market.   Neither does  one expect
to find domestic nor foreign refiners making plans to fill a supply gap that they do not know
will ever materialize.

Unfortunately, neither Stillwater and Associates nor anyone else can predict exactly how the
free market will respond to bridge any short-term or on-going supply gap.   But, we can be
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confident that it will.   The free market has allowed the petroleum industry to supply adequate
amounts of the cleanest fuels in the world to California consumers and we are confident that it
will continue to do so.

In our view, the free market will not allow a California price differential of 20-30 cpg to be
sustained.   The market will find ways to take advantage of a much smaller differential.   It
has happened many times in the past, and it will happen again, despite the difficulties outlined
by Stillwater and Associates.   Refiners with no current plans to manufacture CARBOB will
find they can blend significant amounts profitably by “cherry picking” among their most
suitable blend components.   Ways will be found around the transportation and delivery
difficulties.  The free market needs to be credited with providing the excess quantities of
CARB gasoline that were supplied to the market after each price spike that Stillwater
documented, typically driving prices lower than what had been the average.

Comments regarding the report’s conclusions on the merits of delay

We agree with Stillwater and Associates’ position that it would be pointless to delay the
phase-out just for the sake of delay.   Their report recommends a 3-year delay, and provides a
laundry list of things they expect will happen, or could be made to happen, over those three
years that would make MTBE removal less problematic. While we have not had time to
analyze each of the many changes that Stillwater and Associates believes will or could occur
prior to 2005 that might make MTBE phase-out go more smoothly, we have many questions
about the feasibility of some of the more critical ones.

We believe that, if anything, the environment in 2005 is likely be less conducive to a
problem-free phase-out of MTBE than is the case today.   We also suspect that few if any of
the measures suggested in the contractor’s report will be instituted during the recommended
three-year delay, in fact, given three more years several may move in just the opposite
direction. Given that, we do not see the connection between the contractor’s recommended
phase-out date and their rationale. The contractor should provide the missing nexus.

Federal sulfur regulations, affecting virtually all US refiners, will be phased in during 2004-
2006.   In our view, Californians will not be well-served if the state superimposes its MTBE
phase-out simultaneously with  these federal changes, which will preoccupy refiners in other
states who might otherwise be able to supply blend stocks.    Further, it is entirely possible
that the federal government may have instituted a nationwide MTBE phase-out requirement
and a renewables requirement that could take effect in much the same timeframe.  That would
jeopardize both blendstock and ethanol availability, and could create substantial problems for
MTBE phase-out in California.   We think California would be far better served by being the
first to the party. The contractor should examine the added costs to California consumers of a
bidding war over ethanol created by the proposed federal renewables mandate.  It is over the
latter concern that ChevronTexaco supports the Governor’s request to delay the onset of the
potential federal renewables mandate for several years and not for any of the reasons
Stillwater and Associates uses to defend a delay in the state’s MTBE ban.
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The Stillwater and Associates report suggests that California supply will be augmented
substantially in 2005-2006, because the Longhorn pipeline – expected to deliver product to
the El Paso area later this year – can be extended to supply 100,000 BPD to Arizona by that
date.   We believe it unlikely that this can be accomplished given the myriad of issues that
would have to be resolved, local area by local area .   Also, the contractor’s report is internally
inconsistent over where those barrels will come from, given their conclusion that  the Gulf
refineries are assumed to have no excess to supply California.

The report also suggests that the availability of supplies from foreign sources can be increased
dramatically by 2005, because foreign refiners will have time to justify projects, and time to
make necessary modifications.   But why would they do that?   How can they justify projects
to supply a demand they have no reason to be assured will exist?   And why would they
believe California is serious about 2005 if it has already delayed Phase 3 gasoline by three
years?

Stillwater and Associates also suggest that many of the infrastructure problems they identify
in their report can be fixed during a three-year delay.   They feel the state can resolve local
permit restrictions and NIMBY delays, and that new storage facilities will be built under long-
term contracts.   We contend  that local permitting and NIMBY issues cannot be resolved by
the state over any foreseeable period of time.   The political issues are much too involved.    It
is true that the state was able to skirt some local environmental issues to permit new
electricity generation capacity, but the alternative presented to Californians was no lights, no
heat, no job, and no TV.  The Governor is not likely to interfere in these issues based on a
speculative projection.     MTBE phase-out is in no way analogous to the very real public
concern the electricity crisis was.

We also believe that the free market is unlikely to add capacity of any kind, manufacturing or
storage, well ahead of perceived need.   And this would be especially true if the state should
delay the scheduled MTBE phase-out date in so doing demonstrating that there is no certainty
in their regulations.   The state could add storage via a Strategic Fuels Reserve, if it chooses to
do so, although the value received is open to question as is the timing. Such a reserve would
be subject to all the same state, federal, and local processes that the contractor identified as
impediments to MTBE phase-out.

Markets and the impact of delay

We see a fundamental flaw in the contractor’s logic. If, as they contend, the market will not
be served in the face of an immediate regulatory requirement, how would it be better served
by a delay in that requirement? A change in a regulatory requirement only introduces yet
more uncertainty into the compliance plans of the regulated community.   How would that
community know that the next deadline would not also be extended for much the same reason
the current one is under such consideration?   The contractor should be challenged to show
why the regulated community would not simply shelve all plans for compliance until just the
same amount of time remains before the compliance deadline as we now have.   They should
show why financing for infrastructure investments would not simply dry up in the face of
delay for the period of the delay putting the state of compliance in the same position in 2005
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as it is today. In sum, the contractor should show why a delay would not simply postpone--for
the period of the delay--all the problems they perceive happening now.

Another fundamental flaw is the lack of faith in the open market to solve the perceived
problems. In every case of shortage in California, the free market has produced a solution,
oftentimes accompanied by a price change that benefited consumers. We recall similar
discomfort over what some predicted would be supply shortages  when the CARB Phase 2
requirements were implemented in 1996.   Undeniably there have been cases where prices
have spiked in California when supply has been unexpectedly short.  But it is equally true that
the market stabilized, oftentimes very quickly,  after the market signals caused imports to
arrive in the state from unexpected sources.   We see no reason why the same situation would
not repeat itself.

Recommendation

We believe Stillwater and Associates did a good job of data collection and review.  In fact, we
have learned a lot from their study, and we are grateful to the Commission for initiating it.
The problem comes when one tries to use the results to jump to the conclusion that MTBE
phase-out should be delayed, and, moreover, to a specific date.   We urge the Commission to
slow down the current schedule, examine the issues we raise here, take time to hear from the
various stakeholders, and institute meaningful dialog with those stakeholders, who we feel
have been absent to this point.   Only in this way can the Commission arrive at a fully
considered decision concerning what is best for the state.
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COMMENTS
OF

PHILLIPS PETROLEUM COMPANY
ON

STILLWATER ASSOCIATES
DRAFT REPORT

FOR THE
CALIFORNIA ENERGY COMMISSION

“MTBE PHASEOUT IN CALIFORNIA”
February 18, 2002

March 1, 2002

Phillips Petroleum Company (“Phillips”) is pleased to submit the
following comments on Stillwater Associates’ Draft Report for the
California Energy Commission, “MTBE Phaseout in California”.
Phillips and its subsidiaries manufacture, transport, exchange, and
sell gasoline and diesel fuel in California through some 1600 Union
76 and Circle K retail sites.  Phillips purchased Tosco Corporation
in September 2001 including its California assets.

Phillips is prepared to produce California gasoline without MTBE by
the December 31, 2002 regulatory deadline.  As background, Tosco
expressed initial support for eliminating MTBE from California
gasoline as early as 1997.  Tosco strongly supported Governor Gray
Davis’ March 1999 Executive Order that called for the elimination of
MTBE “at the earliest possible date, but not later than December 31,
2002.”   Governor Davis said at the time that he would work with oil
companies to expedite the elimination of MTBE by voluntary agreement.
Tosco, which had already eliminated MTBE from gasoline in three Bay
Area Counties in 1998 immediately responded and was the first company
to eliminate MTBE in Lake Tahoe gasoline.  Tosco then joined Governor
Davis in a December 1999 joint press conference to announce Tosco’s
plan to remove MTBE from gasoline by the end of 2000 contingent on
EPA’s issuance of an oxygenate waiver for California.  Although EPA
did not waive the oxygen mandate, Tosco still responded and reduced
its MTBE use in California by 80-90% by late 2000 and started
purchasing and blending over 6000 barrels per day of ethanol in
California gasoline.  Tosco took this major voluntary action two
years before the regulatory deadline.   Phillips has continued this
program since its purchase of Tosco last year.

Phillips continues to support the elimination of MTBE from California



the December 31, 2002 regulatory deadline.  Phillips has completed
all necessary improvements to our refineries and terminals and those
facilities are in operation today.  Phillips has been successful to
date in producing non-MTBE gasoline with ethanol but was and is    fully
anticipating    that other California refiners would join us in making
this gasoline no later than fall 2002.  However, operating as the
sole    major producer/marketer of California gasoline with ethanol can
be difficult.  A California MTBE phaseout delay, particularly one
linking the use of ethanol with a gasoline supply crisis, creates a
dilemma for Phillips.   At a minimum, such a delay would therefore
cause Phillips to re-evaluate our ability to continue producing non-
MTBE gasoline in California.

Stillwater is suggesting that maintaining the December 31, 2002 MTBE
phase out deadline will contribute to an unacceptable gasoline supply
situation for California, and that a three-year delay will give
industry and government more time to resolve these supply concerns.
Phillips does not see this as an acceptable public policy
recommendation, delaying one major public policy goal (protection of
water resources) to address another goal (gasoline supply).  We are
prepared to work with California officials and other stakeholders to
seek out and evaluate constructive solutions so that Californians can
have both gasoline and water free from MTBE    and    adequate gasoline
supply.



REAP
Renewable Energy Action Project

41 Freelon Street, San Francisco, CA 94107

122 C Street, NW Suite 700, Washington, DC 20001

March 1, 2002

The Honorable Gray Davis
State Capitol Building
Sacramento, CA 95814

RE: MTBE Phase Out in California/ Stillwater Associates Study

Dear Governor Davis,

The Renewable Energy Action Project (REAP) urges you to
hold firm on the MTBE deadline.

Almost three years have passed since your Executive
Order, and all sectors of the transportation fuels
industry have invested heavily to comply with your
vision.  Nearly twelve months before the deadline, most
refiners are committed to the phase-out schedule, the
ethanol industry has more than doubled output to meet
projected California demand, and the transportation and
logistics industry has confirmed its ability to ship and
distribute ethanol by 2003.

In regard to the Stillwater report, in-depth studies by
the California Energy Commission (CEC) do not corroborate
Stillwater’s concerns about pump price increases as a
result of the MTBE deadline.  Furthermore, the Stillwater
report fails to consider the costs of ongoing MTBE use,
which range from cleanup to stranded investments.  It
does not consider high-risk scenarios inherent with
increased dependence on imported oil.  In addition, it is
difficult to quantify the public health costs of
extending the deadline.  However, Californians have made
themselves clear: they are not willing to bear the burden
of ongoing MTBE use.

In addition, we offer the following comments:

1.) Price Spike Concerns Overblown:  As the Stillwater
report data suggests, immediate price spikes are unlikely
to occur because the MTBE phase-out will occur during the
winter months.  During this period, the true value of
ethanol as a strategy to extend gasoline supplies is
realized due to greater regulatory flexibility.  There is
no blending reason for gas prices to increase during this
period, and we encourage you to put the oil companies on
notice that they will be held accountable.  If supply
shortages are anticipated as the summer season
approaches, existing fuels regulations already allow
refiners to apply for variances, as demonstrated in 1999
by the Chevron Corporation.  Complementary legislative
protections could be enacted to clarify the fuel variance
process to apply directly to the MTBE phase-out, or

117



REAP
Renewable Energy Action Project

41 Freelon Street, San Francisco, CA 94107

122 C Street, NW Suite 700, Washington, DC 20001

provide additional consumer protections.  In addition,
the CaRFG 3 Predictive Model should be corrected to
reduce the risk of summertime shortages (see below).

2.) Oxygen Waiver Counter-Productive:  Ongoing efforts to
exempt California from the oxygen waiver (or RFS) are
counter-productive and contribute to the uncertain
regulatory environment that is crippling the transition
away from MTBE.  Though contrary to the rhetoric coming
from the oil companies, actual data from the CEC reports
by Math Pro and Stillwater demonstrate that non-
oxygenated gasoline is more difficult and expensive to
produce, and requires more imports of foreign blend
stocks.  In seeking a waiver, California is endorsing the
use of alkylates as a complete replacement for MTBE.
According to the CEC, alkylates are in short supply and
have reached “ extraordinary”  price levels during the
last twelve months.  Although you may believe that both
alkylates and ethanol will be used to fill the MTBE void,
an oxygen waiver would cripple efforts to ship and supply
ethanol to California, even if the oil industry reversed
their well-documented tendencies and started blending
ethanol voluntarily to keep gasoline prices stable.  In
essence, an oxygen waiver increases the chances of
alkylate-induced supply shortages and decreases the
chances that ethanol will be available to bail California
out.

3.) Benefits of Increased Ethanol Use:  Currently, 10
percent of California’s electricity comes from renewable
resources.  Your administration set a goal to increase
California’s use of renewable electricity to 17 percent
by 2010.  With a few quick policy changes you can set the
transportation sector on a similar course, while
simultaneously catalyzing rural economic development,
reducing global warming emissions and decreasing
petroleum use.  You could very quickly rally California’s
agricultural, environmental and political communities
around this effort.  This is an appropriate and feasible
goal that would ultimately result in greater liquid fuel
supply and lower gasoline prices.  We would enjoy an
opportunity to assist this effort.

4.) ARB Regulations:  On February 29, 2002, the
California Energy Commission stated that the CaRFG 3
Predictive Model should be reconsidered as a strategy to
increase refiner flexibility.  Currently, it is virtually
impossible for refiners to blend 10 percent ethanol (E10)
because of erroneous assumptions about oxygenated fuels
increasing NOx emissions.  The model should be updated to
reflect recent Automobile Alliance tests, which show
reduced NOx emissions in new vehicles using oxygenates.
Although refiners will still need to eliminate some
“ light ends”  in order to meet air quality regulations
when adding higher quantities of ethanol, a ten percent
ethanol blend will result in much greater net fuel volume
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REAP
Renewable Energy Action Project

41 Freelon Street, San Francisco, CA 94107

122 C Street, NW Suite 700, Washington, DC 20001

gains than 5.7 percent ethanol blends.  It is possible
that this one regulatory adjustment could make up the 5
percent supply shortage predicted by Stillwater
Associates (as opposed to using MTBE for that purpose).
Supply could be extended by more than five percent if
some refiners use the pentane light ends to make other
products such as iso-octane.  Correcting the CaRFG3 model
would certainly reduce the chances of summertime supply
shortages.  It would also ensure that our mistakes do not
cascade to the other states that traditionally adopt
California regulations.

5.) Economic development:  Delaying the ban will likely
cancel or postpone every prospective ethanol development
project in California.  It will undercut legislative
efforts – specifically Senate Bill 87-XX – to capture the
economic benefits of public investment in biomass ethanol
production.  The CEC report “ Costs and Benefits of a
Biomass-to-Ethanol Production Industry in California”
demonstrates that a relatively small 200 million gallons
per year California biomass ethanol industry would result
in statewide economic benefits of $1 billion over a 20-
year period.  Another CEC report estimates that
California has enough “ wastes and residues”  alone to
produce up to 3.9 billion gallons of biomass ethanol per
year – enough to displace a third of California’s
transportation sector oil consumption.  In addition,
private investors and farmers stand ready to invest
additional millions of dollars in California biofuels.

It is time for the State of California to truly address
its fuel supply issues.  Awaiting completion of oil
pipelines, permitting ongoing MTBE use, and pursuing
policy initiatives that undercut truly sustainable energy
development projects is a disservice to California
residents even in the near term.  It will commit the
state to even more perilous dependence on foreign oil,
exacerbated MTBE cleanup costs, increased global warming
emissions and ongoing gasoline supply issues.  REAP fully
supports efforts to protect California consumers from
pump price spikes, but not at the needless expense of
drinking water and sustainable economic development.

We appreciate your efforts to investigate strategies to
reduce petroleum use.  REAP would like to provide any
assistance we can to make that vision a reality.

Sincerely,

RBColeman

Brooke Coleman
Director, Renewable Energy Action Project (REAP)
415.336.2321

Climate Solutions
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REAP
Renewable Energy Action Project

41 Freelon Street, San Francisco, CA 94107

122 C Street, NW Suite 700, Washington, DC 20001

Bluewater Network
Environmental & Energy Study Institute
Kinergy Resources
West Coast People's Energy Co-op
Institute for Local Self-Reliance
Institute for Agriculture & Trade Policy
California Renewable Fuels Partnership
Masada Resource Group
The Brower Fund
General Biomass Company
Oregon Environmental Council
California Farmers Union
The Minnesota Project
Plumas Corporation
Oceanic Resource Foundation
County of Ventura Public Works Department
Tides Foundation  
Illinois Student Environmental Network (ISEN)
Waterkeeper Alliance
Save Our Shores
International Marine Mammal Project
Clean Energy Now (Greenpeace)
Kettle Range Conservation Group
Cook Inlet Keeper
New River Foundation
Earth Island Journal
Waste Action Project
Pacific Biodiversity Institute
Mangrove Action Project
Citizens Committee to Complete the Refuge
Northwoods Conservation Association
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505 N. Brand Blvd., Suite 1400, Glendale, CA 91203
(818) 543-5327  FAX: (818) 545-0954  doug@wspa.org  www.wspa.org

Western States Petroleum Association
Credible Solutions  Responsive Service   Since 1907

Douglas F. Henderson
President

Via e-mail to pperez@energy.state .ca.us

March 1, 2002

California Energy Commission
Attn.:  Pat Perez
1516 Ninth St., MS 23
Sacr amento , CA  95814

RE: “Possib le Impacts of MTBE Phase out on Gasoline Supplies” Workshop

Dear Mr. Perez:

On behalf of the Wester n States Petroleum Association (WSPA), I am writing in response
to the CEC ’s February 19 Pub lic Workshop on potential impacts of the MTBE phase out on
gasoline supplies in the state.  We appreciate the important role your agency is playing with
respect to monitoring the transition to MTBE-free gasoline in the state.

Many of the questions posed in the Committee workshop notice cannot be addressed by
WSPA, as these must be responded to by our companies individually.  In this letter WSPA has
provided a review of some of our principles relative to the MTBE phase out, and has also
provided initial comment on several items we believe your consultants excluded from their
analysis.  WSPA is also reviewing the Stillwater contractor presentation in detail, and will be
ab le to provide additional comments on the study’s assumptions and analysis in the near future.

WSPA continues to believe strongly that relief on the federal oxygenate mandate will
provide much needed flexibility to our industry.  It is critical that the state ’s agencies provide
consistent and renewed suppor t to the governor on the oxygenate waiver lawsuit currently before
the cour ts .  As you know, WSPA has inter vened in the lawsuit and we belie ve an expedient
resolution to the suit in our favor will help offset some of the consultants ’ predicted scenarios.
Contin ued pressure on the federal government to institute a national oxygenate waiver may be
more productiv e than a waiver for California alone .

While the Association has no position with regard to a proposed delay in the phase out
deadline , we contin ue to state that our industry will comply with the law regardless of the date .
Consistent with our comm unication with Gover nor Davis on November 7, however, if there is an
extension to the phase out date we would like to recommend it be set at the end of December
rather than the November date recommended by the consultants . A general comment on recent
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events is that our industr y, and others , needs to ha ve regulatory cer tainty, particular ly where
significant changes to our operations are required.   Contin ual changes in gover nment directives
leads to investment uncer tainties , which in turn can lead to project delays and market dislocation.

The consultant ’s presentation also contained two aspects we previously commented on
with the administr ation but they bear repeating.  The first involves a conclusion by the
consultants that souther n California is the most impacted.   WSPA encour ages the CEC to view
the MTBE phase out implementation prog ram from a state wide, rather than a regional,
perspectiv e.  WSPA does not suppor t a regional implementation of the phase out, or alter natively
a par tial or phased implementation.   CEC pre viously noted that neither of these scenar ios were
feasib le and posed significant risks of supply disr uptions .  Similar ly, there was mention at the
workshop that the consultant ’s predicted prob lems were largely seasonal in nature, and perhaps a
solution would be to treat summer and winter fuel differently – WSPA disagrees with this
concept.

WSPA continues to share the state ’s goal of ensuring a smooth transition to MTBE-free
gasoline .  During the Febr uary 19 workshop , conflicting testimony was provided about the extent
of MTBE contamination in the state .  WSPA recommends your agency, along with other
appropr iate state agencies , study these varying pronouncements and update the data on MTBE
contamination in the state.

Comments were also proffered at the workshop relative to the possibility that additional
gasoline volume would be availab le if ethanol were to be blended at 10% by volume instead of
the projected 5.7% (2% oxygen by weight).  The Predictiv e Model (PM), however, se verely
penalizes oxygen contents abo ve 2%.  It has been suggested that incor poration of additional data
de veloped by AAM since the last revision of the PM would flatten the prob lematic response ,
thereby making it easier to blend ethanol.  In reality, the impact of the AAM data on the PM can
be expected to be small, and AAM has itself stated that it is not clear that model changes are
warranted based on this data.   We would be happy to provide more details of our analysis if you
wish, however we want to ensure you are clear on WSPA’s opposition to this concept.

In terms of gaps in the analysis, the consultant’s study and report fail to identify and evaluate
the impacts of major federal, and some state , actions on gasoline supply in California.  The study
should deter mine the impacts of these actions on 1) California refinery production and, 2) the
projected supply and price of impor ted CARBOB and blendstoc ks from non-Calif ornia sources .
The consultant should evaluate how these federal and state actions impact gasoline supply both
in the shor t-ter m (if the MTBE phase out deadline of 12/31/02 is retained) and in the longer-term
(in the timeframe of the consultant ’s recommended delay to 11/2005).   The major federal actions
referred to are:
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a)  Potential feder al legislation (eg. Daschle S. 1766) that could, if passed:
-eliminate MTBE nationwide within 4 years (by 2006)
-eliminate the minimum oxygen requirement in EPA RFG (either uniformly or at
State/Go ver nor ’s request)
-add a national renewab les requirement of 2.0 billion gallons star ting in 2003 that
escalates ann ually to 5.0 billion gallons by 2012
-provide greater flexibility for RFG opt-in

b) Var ious existing MTBE bans in other states (eg. New York ban effective 1/1/2004)
c) EPA’s adopted Tier 2 gasoline sulfur regulation
d) EPA’s highway (on-road) diesel sulfur regulation
e) EPA’s Mobile Source Air Toxics regulations that establish refinery-specific limits on RFG

and con ventional gasoline toxicity.

Another area the consultants appear to have missed is the impact of the scenarios on third
par ty terminals and independent mar keters .  It was difficult from the workshop to ascertain what
assumptions the consultants had made in se veral instances , so clearer explanations of these
assumptions w ould be helpful.

Overall, WSPA would agree with some of the statements made at the workshop relative to
the fact that California’s gasoline regulations ha ve created an “island ” effe ct which mak es the
California refiners products less fungible.  We would also agree with the consultant that there
exist se veral barr iers to additional gasoline supply, for example:  Title V oper ating per mits , union
contr acts , en vironmental justice requirements , subsidization of alter native fuels , SCAQMD’s
rule 1178, actions by the por ts to restr ict bulk product movements , and others .  WSPA will be
providing a more complete analysis of the barriers our industry faces in the near future.

In closing, I would like to emphasize the need for a decision soon on the MTBE phase out
deadline since our companies only ha ve 9 months under the current Executiv e Order .  As always,
a high level of certainty is essential for the marketplace to continue to function smoothly. WSPA
and its’ companies look forward to working with CEC to ensure a smooth transition to MTBE-
free gasoline.  If you have any questions , please feel free to contact me any time.
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MTBE PHASE-OUT PUBLIC HEARING
FEBRUARY 19, 2002

Questions put forward to CEC Staff and Consultants

Mr. James White, of White Environmental Associates
•  Wouldn't it make sense to revisit the basis of the Governor's

decision in the 1998 University of California MTBE study?

•  Should California be risking these higher prices?

•  Why are we still continuing down this path that's leading to greater
gasoline costs and continuing uncertainty when there are new
regulations establishing inspections of each underground storage
tank once a year?

Michael Greene, of CDS Consulting
•  Why don't you just phase out gasoline and replace it with E85?

•  Is there anything California can do unilaterally to increase fuel
efficiency standards in automobiles?

•  What is the estimated cost of the mitigation of the environmental
degradation that will occur from the continued use of MTBE over this
rollback period?

•  What is the cost of the stranded investments of ethanol producers
not only in other parts of the country, but in the State of
California?

•  What is the estimated public cost of the removal of the barriers to
fuel imports.

•  Your assumption was that it was required, or would be required to be
used in every place in the State of California.  How will your
projections change as a result of tweaking the formula?

Steven Smith of Phillips Petroleum
•  I think the consultant certainly expressed that -- a hope and a

desire that the Longhorn Pipeline would be obviously in place and
the Kinder Morgan System would be looped.  I think that's a pretty
big assumption at this point.

•  I would encourage the consultant to also look at federal legislation
in place.

•  We question whether the supply/demand picture would truly be any
better two to three years from now.

•  Some suggestions for the consultants would be to take a little
deeper look at the action we've taken already.



Brooke Coleman, of Renewable Energy Action Project
•  Why bio-fuels were not considered a part of the solution to this

problem?

•  I have a general question about whether there is a specific reason
for not including some very serious costs to consumers related to
not just pump prices, but public health and clean-up, as well.

Jay McKeeman, of California Independent Oil Marketers
Association
•  I feel have not been addressed adequately in the report, and one is

the issue of unbranded supply in the state.

•  I am concerned that there is a fair amount of assumption that
everybody's going to have oxygenated fuel.

•  I would suggest that you take a look at our class of trade and
understand the economics of what a ban might do to us.

Elisa Lynch, Bluewater Network
•  We wonder why the consultant hasn't considered a decrease in demand

as a solution?

•  Why haven't you considered the cost of MTBE use, continued use for
three more years?

Christine Stackpole, Associate Director of the Downstream
Oil Cambridge Energy Research Associates - email letter
•  Comment on the actions taken to date within the California and

downstream industry to prepare for the phase-out?

•  What is the status of this, and what is the status of any terminal
conversions to begin accepting ethanol?

•  Where is ethanol being used in California?

•  Why is it currently economic to blend some ethanol if there is
excess MTBE availability?

•  Is the challenge presented of storage capacity one primarily of
added cost that the industry will have to incur, or one of time
needed to add the necessary storage?

•  How significant is the cost of adding new tankage?



Mr. Peters
•  I think it is appropriate for the Energy Commission to give

consideration to California taking a stand and providing a
flexibility to California's refiners?

•  We would suggest that it is appropriate for every pump in the State
of California to have a sign on it so that the public knows what
they're buying.

Bruce Heine, of Williams Energy Services
•  If it's possible to allow a greater percentage of ethanol, that is

quite common for the rest of the United States, to allow that here
in California, then that seems to me to be a reasonable request to
re-look at that through the Air Resources Board's current
regulations.

•  I would encourage Staff and those that wrote the report to take a
look, and if ten percent blends were allowable here in California,
what that would do to the implications of your overall end results
and your end recommendations.

Nick Economides, of Hart/IRI Fuels Information Services
•  We think that it may be advantageous for California to see what the

national picture emerges, and to determine how California's best
interests would be served in that scenario of supply and demand,
before moving forward with that action.

•  If you could comment on the availability of ships and the logistics.

Mr. John King of the California Farm Bureau Federation
•  So I would like to suggest, and perhaps ask the study group if

they've exhausted all their study potential as to what needs to be
done to fill this logistic gap, whether they feel that more work can
be done on the logistics side of getting the ethanol here to
California.

Mike Tinney, Tinney Associates
•  Why not recommend a change in the specs?

Mr. Matt Williams, a resident
•  Is there any reason why there isn't a scenario with ten-percent

ethanol as was used in the rest of the county?

•  Recommend a fourth scenario examining the impact of ten- percent
ethanol blend so that we can see what the full economic impact is.



Steve Shaffer, Department of Agriculture
•  The predictive model needs to be addressed, and needs to be a part

of the analysis.

Neil Koehler, with Kinergy Resources for the Renewable
Fuels Association
•  Ten percent ethanol blends, it is possible in the predictive model,

as has been mentioned by the consultants, it is difficult under the
current model to blend in ten percent ethanol. We need to take a
look at the newest data and then recalibrate.

•  The Energy Commission reports document that from 200 million to 3.7
billion gallons, of ethanol potential exists from Californian.
Encourage the consultants here to incorporate that into further
fine-tuning of this analysis.

•  In the meantime, is there any reason why, if there is to be an
extension, we shouldn't consider that to be only for summertime use,
and that we have an MTBE ban in the winter months?

Mr. Chad Tuttle Kern Oil and Refining Company
•  Kern Oil supports the key findings of the report that gasoline

supply shortfalls will occur if the MTBE phase-out were to procedd
as scheduled.

•  Kern supports at least a ten-month extension of the MTBE phase-out
deadline.


